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NATIONAL POLICY AND ISSUL!S 





PRC JOURNAL ON DISCUSSIONS ON POLITICAL ECONOMICS 
HK311400 Beijing JINGJ] YANJTU in Chinese No 9, 20 Sep 80 pp 23-27 


|Article by Xing Junfang (6717 0193 5364): "Discussions in Economic Circles in 
the “ast Year on the Subject Matter of Political Economics" | 


[text] The dis‘ussions in economic circles over the past vear on the subject oft 
political economics developed on t ¢ basis of a thorough eview of the good and 
bad experiences in our counctr,'s socialist construction and making a penetritinoy 
study of the underlying principles of socialist political economics. The curtain 
raiser on these discussions was the publication of an article in JINGJI YANJIL 

No 8, 1979, by Sun Yefang entitled "On Production Relations as the Subject Matter 
of Political Economics,” The article presented views contrary to the thesis in 
Stalin's book, "Problems of Soviet Socialist Economy," which contended that the 
subject matter of political economics was in substance production relations. /i 
addition to some 15 articles carried in JINGJI YANJIU, many publications in the 
country also published articles on the same theme and discussion on the topic was 
lively. 


Discussion ceatered mainly on two aspects. One was, from the angie of economic 
scientific classification, what ultimately is the subject matter of political eco- 
nomic study The other made an assessment of Stalin's definition of production 
reiations. 


Diverwent Views on the Subject Matter of Political Economics 


(ver the past year, discussion in economic circles on this matter has brought torth 
three [as printed| principal ditterent points of view: 


One view was that the subject matter of political economic study was production 
relations associated with the definite stages of development of productive power. 
the comrades holding this view diftered with one another on the question of how 

the study of political economics was linked to productive power. Some were of the 
pinion that productive power should also be put within the realm of political eco- 
nomic study. (Sun Yefang in preface to Ping Xin's “Collection of Essays on Produc- 
tive Power," RENMIN RIBAO, 10 January 1980) Other comrades were of the opinion 
that there should be another branch of economic study to be known as “productive 
power economics.” (Yu Guangyuan: ‘"Probings Into the Socialist Portion of Politi- 


cal Economics,” People's Publishing House, 1979 edition, pp 150-153) 





Some people held the sec: nd view that atudies in political economics concernes 
especially tixed production forms and their relevant production relations in the 
Various stages of historical development. (Ma Jiaju and Lin Zirong: "Production 
forms and the Subject Matter of Study in Political Eeonomics,"” JINGIIT YANJIU No 5, 
1¥50) Comrades holding this view contended that in mentioning production form, 
Marx did not mean the unification of production power and production relations but 
referred to a separate category between the two, linking them together. lt embod- 
ied two meanings. One referred to the labor form, meaning the form in which the 
Laborers joined together in Labor anc the torm of their utilization of the labor 
materials. The other referred to the social pattern of production, that is to say, 
the secial economic formation or social economic structure. Production rel.itions 
were cevealed in the social pattern of production. Any social pattern adopted by 
production bred a corresponding form of production relations. According to Marx's 
thesis, production power determined the production form while production relations 
were relevant to the production form. 


some comrades offered the tuiird view that political economics should place the study 
of productive power in the first place. This was the viewpoint of Xiong Yingwu. Ve 
believed that to limit the subject matter of the study of political economics to 
production relations was to ignore this basic factor of productive power and that 

to restrict the discussion to production relations would drive the study of eco- 
nomics int a blind alley. Accordingly, he suggested that we should probe deeper 
into the strata of the social economic structure to discover the laws governing 

the self-development of productive power and to create a form of theoretica’ eco- 
nomics to unify the study of productive power and production relations and replace 
the old and inadequate terminology of political economics. The task of theoretical 
economics was to reveal in the main how the social reproduction movement responded 
to the laws governing it. This meant that first it must reveel the laws governing 
the self-development of productive power and on this basis reveal the laws ;overn- 
ing the relations between production relations and productive power. (Xion; Yinewu: 
"Economic Science Should Place the Study of Productive Power in the First Place,” 
JINGCJIT KEXUE [ECONOMIC SC iENCE] No 2, 1980) 


Fourth, Comrade Zhang Wen ian propounded the theory of the dual nature of production 
relations. (Zhang Wentiai: "On the Question of the Dual Nature of Production Reias- 
tions," JINGJI YANJIU No 0, 1979; this notation applies to all subsequent quotes 
from Zhang) He offered tie view that productive power and production relations were 
mutually coexistent, that where there was one there was the other, and that the two 
were organically joined t ether and were indivisible. The contradictions between 
productive power and proc iction relations did not exist outside production relations 
but within production relitions. He termed the production relations directly 
demonstrated in productive power as “production relations in general (or general 
production relations)." Production relations in general can exist only in specific 
production relations. "This type of specific production relations consists of the 
ownership relations of definite production materials and products." "Production 
relations in general form the inner content whereas ownership relations constitute 
the form.” He held that "the study of production relations in political economics 
should not be divorced from productive power and concentrate on production rela- 
tions. On the contrary, in the study of production relations, it should concen- 
trate on the study of the internal contradictions between productive power and pro- 
duction relations, namely, their contrary but unified relations.” 














\ithough the comrades holding the above tour divergent views dilliered from each 
other in their ramifications and concrete proposals, they all agreed on giving a 
more important place to the problem of strengthening the study of productive power, 
on the development of productive power and how to make socialist production rela 
Cions More mature and better. it is true that as early as the late 1950's and 
early 19H0's, som comrades already showed on interest in strenygthentig the atuady 
oti productive power when discussing such problems as the subject matter of poiiti- 
cal cconomics, or the subject matter of departmental economics, or economic ettects 
ir the diatribution of productive power. Unfortunately, at the time the predonmi- 
nant view ite ali neglected to give due enphasis to the decisive role of produc- 
tive power .4  oroduction relations. Althoush nobody openly refuted the need to 
study production relations in connection with productive power, nonetheless in the 
study of political economic: insufficient attention was given to the problem oi 
productive power. in actua) practice, it frequently happened that in discussing 
production relations and their reform the level of productive power was entirely 
neglected and that even unde* conditions where there was a low level of productive 
power, one-sided efforts wer: made to seek "big" and “public” production reiations. 
Both in theorv and in practice this created extremely serious eftects. At present 
the general feeling is that political economics can no longer overlook the study o 
productive power. This is indeed a clear step forward. It reflects oa the one 
nand an alter thought on past experiences and lessons and, on the other, the objec- 
tive requirements of modernization and construction of a new period. In this con- 
hection, it may be added that although certain suggestions (such as the subject 
matter of political economics is the social production iorm) have already been 
brought up before, they are now imbued with new contents and are not mere repeti- 
tions of past notions. 


Discussions on Stalin's Definition of Production Relations 


Since the publication of the book "Problems of Soviet Socialist Economy," Stalin's 
definition of production relations has been given an important place in economic 
theories. It represents an authoritative exposition of the meaning of production 
relations. At present, the problems under discussion are: 


(1) Concerning the Problem of the Pattern of the Ownership Svstem otf Production 
Materials. 

According to Stalia's definition of production relations, the ownership svstem ot 
production materiais constitutes the principal content of the sui ect matter for 
the study of political cconomics. This definition is subject to the following two 
points of contention: 


l. Divergent understanding as to what is inherent in the three sectors, namely, 
the ownership system ot  roduction materials, ownership system and production rela- 


tions. 


According to one viewpoi:t, the ownership system of production materials is in et- 
fect the ownership system itself while the ownership svstem equates to production 
relations. 


Sun Yefang said: "The entire contents of production relations (including product on, 
exchange and distribution) are the economic contents of the form of the ownership 











aystem or of the property form" (Sun Yefany: “Production Relations as the Subject 
Matter of Political Keonomies,"” JINGJIT YANITU No 8, 1979, Subsequent references 
to Sun'e article will not be separately notated.) He quoted a passage from Marx's 
treatise, "The Poverty of Philosophy" to explain his point. ("Selected Works ot! 
Marx and Engels", ‘The Poverty of Philosophy," vol I, p 144) He further held that 
it like Stalin, outside such other relations as production, exchange and distribu- 
tion, we were to single the ownership system out and line it up with the others as 
iadependent subjects of study in political economics, then we would be guilty oft 
the same thing Marx criticized Proudhon of; engaging in the fantasies of metaphy- 
sics or the science of law. 


Lin Zali pointed out: "Marx was using the concept of the ownership system as a 
synonym tor that of production relations. "Production relations include production, 
circulation and distribution. In other words, the sum total of production, circu- 
iation and distribution constitutes the ownership system. The pattern of produc- 
tion, that of exchange and that of distribution form the actual pattern of the 
ownership system. Political economics can disclose the nature of the relations ot 
the ownership system only through the process of an analyzing a series of economic 
sectors and observing the actual patterns of these systems of ownership.” For 
this reason, “when denoting the innate nature of the relations of the ownership 
system, political economics cannot start from the question of the ownership of the 
production materials but instead must analyze the form linking material conditions 
to laborers and production.” (Lin Zili: “Questions of the Various Methods of 
Research on Political Economics," HONGQI] no 12, 1979; subsequent ceferences to 
Lin's article will not be separately notated) 





Zhou Shulian and Wu Jinglian pointed out that the study of the socialist ownership 
system is equivalent to "a study of the entire spectrum cf socialist production 
relations. It should never be dissociated from socialist production relations.’ 
(Zhou Shulian and Wu Jinglian: "We Cannot Divorce the Socialist Ownership Systom 
from Socialist Production Relations," JINGJI YANJIU, no 12, 1979) 


A second viewpoint holds that the ownership system is a simplified tern for the 
ownership system of production materials. The ownership svstem o! production sate- 
rials is a constituent part of production relations. Zhu Jiannong said: We cannot 
treat the concept of the ownership system of production materials and as bein, 
synonomous with the concept of production relations. We can only consider the two 
as being closely related yet distinctly different concepts with different meaninys. 
Among the four stages of the overall production process of society, not only in 

the direct production process, there exist relations of the ownership system of 
production materials. In the processes of exchange, distribution and consumption 
there also exist relations of the ownership system of the subject matter of ex- 
change, of the products of labor and of the consumer goods respectively. All thes: 
relations have a decisive significance in the production relations of the respec- 
tive sectors. Naturally, the relations of the production materials in the direct 
production process have a decisive significance ultimately over the relations of 
the ownership system of the other sectors of exchange, distribution and consumption. 
(Zhu Jiannong: "Certain Basic Theoretical Problems Concerning the Owuership Svste: 
and Production Relations," JINGJI YANJIU no 1, 1980; subsequent references to 7Zhu' 
article will not be separately notated) 














Certain comrades are of the opinion that the ownership svstem has broad meaning 

and narrow meanines. Firet, its broad meaning refers to the sum total of produ 
tion relations. As for its narrow meaning, “not only ia it an independent con- 
atiluent part of the production relations but it also plays a decisive role with 
regard to other phas:s of production relations.” Stalin's definition of the 
“ownership system of production materials conforma precisely with this narrow con- 
cept of the ownersahi sV¥Vstem, ‘hese comrades also made an analysis of the decisive 
role that the narrow ownership system, namely, the ownership system of product on 
materfala, plays in other spheres of production relations, as follows: firat, it 
determines (he form of the union of labor power with the material factors of pro- 
duction and also determines the different positions and mutual relations among men 
in the direct production process. This in turn determines man's mutual relations 
in Matters of exchange and distribution.” Second, "it ultimately determines the 
objective of social production and also determines the relations of the material! 
interests among the different individual constituents.” Third, the ownership sys- 
tem of production materials is the leading link in any basic changes in preductivn 
relations. Fundamentally speaking, the development of production relations is 
determined by their ievel and nature of the productive forces. However, within the 
sector of production relations, changes in the ownership system of production 
materials lead to a series of changes in the relations between production, exchange 
and distribution. (Wu Xuangong: "Exploratory Discussions on the Ownership System 
of Production Materials |eing an Independent Constituent Portion and Basis o! /’ro- 
duction Relations,” JIAX!i & YU YANJTIU [TEACHING AND RESEARCH] no 2, 1980; Chen 
Xianvi: "On Ownership S: stem and Production Relations,” JINGJI YANJIU no 3, 1980) 


\ third viewpoint holds that "the ownership svstem of production materials plus 
the ownership system equols ,:oduction relations.” This is the viewpoint offered 
by Jiang Xuemo. He said: According to Marx's original idea, the area of the 
ownership svstem includes such things as production materials, productive power 


and the products of labor. The ownership system o! ‘duction materials refers to 
the ownership of production materials only and is ' related to but one sector 

of the relations of the ownership system and not to a.! the relations of the owner- 
ship svster According to Marx, the sphere of the “ownership system" is not a 


simple combination of the three constituent portions but rather the organic union 
oO! these three constituent portions. <A definite pattern of the ownership svsten 
or relations of the ownership svstem is the union in a definite form of the Labor 
torce and production materials together with the relevant pattern of distribution 
of the products. Since the torm of union of the labor force with rroduction mate- 
rials is the basic hallmark of the social economic formation, thac is to sav, the 
production relations of the society, the reiations of the ownership system are in 
etfect the production relations. (Jiang Xuemo: "Also on the inner scope of pro- 
duction relations,’ Ounzhonge Luncong [Collected Essays of the Masses] no 3, 1980; 
subsequent references to this article will not be separately notated) 


2. Does the subject matter of political economics include the ownership system of 
production materials? 


Sun Yetange's viewpoint was: "Property Relations (which can be interpreted either 
as relations of the ownership svstem or forms of ownership system) is merely the 
legal term for procuction re lations. he study of political economics is not con- 
cerned with the legal form «+ production relations; nor is it concerned with its 
leyal terminology. 








In the opinion of Shang Dewen, the torm of the ownership system of production mate- 
rials refers to the method or pattern of people's ownership of property. Although 
it has a great effect on production relations, it does vot merit study as a special 
subject within the field of political economics. For thie reason, in the preface 
to his book "Critique of Political Economics," Marx placed "relations of Jugality" 
at the very end of the book, that is to say, outside the subject matter and methods 
of political economics, being a distant form of relations to be studied separately. 
(Shang Dewen: "Discussions on the Formation of Marxist Theory on the Subject 
Matter of Political Economics,” JINGJI YANJIU, no 1, 1980) 


-ppesing the above views, certain comrades expressed the opinion that the form of 
the ownership system of production materials was not merely legal terminology. 
Basically, it formed an objective economic category, falling within the realm of 
production relations. (Ji Yuancheng, Xu Haikuo and Li Yunfu: "Certain Views Con- 
cerning Production Relations as the Subject Matter of Political Economics," XUPSH! 
YUEKAN [ACADEMIC MONTHLY] no i2, 1979; references hereafter to this article will 
not be separately notated) They based their thesis mainly on a passage from Mar\' 
book "On Proudhon" which said: "Political economics does not include the sum total 
of property relations as seen from their legal manifestations or as relations of 
intent. Instead, it includes their actual pattern as production relations." 
("Selected Works of Marx and Engels, "On Proudhon," vol 2, p 142) Hence, they 
concluded that what the form of the ownership system of production materials indi- 
cated was the question of to whom the production materials belonged or by whom they 
were controlled. In this way, the form of the ownership system o! production mate- 
rials was but a generalization of the objectively existing economic reiations. 


Zhu Jiannong expressed the opinion that Stalin, in taking the relations of the 
ownership system as the subject matter of political economics, did not erroneous], 
take what belonged to the category of law to be the subject matter for the study 
ot political economics. As a matter of fact, the relations of the ownership svys- 
tem of production materials should not only be a subject of study in political 
economics but should also be a principal topic to be studied thorougnly and on a 
priorit basis in connection with any kind of production relations. 


fhe third viewpoint held that the legal manifestation of the system of ownership 
belonged to the category of law while the actual pattern of the ownership systen 
belonged to the category of political economics. Lin Zili said: The ownership 
system has its legal expressions. Its legal term can be called production rela- 
tions, because in the German language the term ownership system (relations) can 
also mean property (relations). The ownership system in political economics re- 
fers to the actual pattern of the ownership system, namely, the production rela- 
tions. As for the legal expression of the ownership system, strictly speaking it 
should not be included in the category of political economics. 


3. Actual significance of discussions on the question of the ownership system. 


in the course of the discussions, the majority of the comrades were of the opinion 
that Stalin's theoretical standpoint of singling out production materials inde- 
pendent!y had a great effect on actual practice. But there were divergent and con- 
flicting views as to what the actual effects were. 














Certain comrades held that this theoretical standpoint had a negative or passive 
etfect on actual practice. Sun Yetang was of the opinion that our party, obverving 
the rule that production relations must be suited to the nature of the productive 
forces, had correctly formulated a general line for the transition period calling 
for the basic completion of the cooperative transformation of agriculture within a 
period of 18 vears. However, subsequently onder somewhat frenzied conditions, the 
task was completed in an extra tast and forced-march manner, in less than 2 vears. 
Seon after this, advanced agricultural producers’ cooperatives were amalgamated to 
form people's communes, while small communes were hastily combined toyether to 

form large communes. Some localities went so far as to form "courty joint-coopera- 
tives." ‘his was completely against objective laws and wrought great havoc on the 
productive forces. He believed that one important reason for such serious conse- 
quences was neglect of the production relations which were determined by a specitic 
amount of productive power, treating the "form of the ownership system" as a 
separate entity and continually making much fuss about the torm of the ownership 
system. ‘Such isolation of the ownership system from production relations" “has 
caused much suffering to the Chinese people." 


Opposing the above views, some comrades held that the viewpoint of isolating the 
ownership system had large and positive effects on tie actual practice of socialist 
transformation. For example, Jiang Xuemo wrote: ‘To emphasize the ownership sys- 
tem of production materials as the basis of production relations makes people aware 
that in order to transform or stabilize certain production relations, first of all 
we must tivhtly grasp this link of the ownership system oi production materials. 
This is not onlv extremely important to the efforts of the proletariat, following 
their seizure of power, in eliminating the old production relations of feudalism 
and capitalism and »uilding up new socialist production relations, but also con- 
stitutes a problem worthy o! extremely close attention even atter the setting up 

of socialist production relations.'’ Actual practice amply testifies: "When we 
handle the problem of the ownership system of production materials weil, our social- 
ist production relations stabilize. Contrarilyv, if we handle this problem badly, 
then our socialist production relations are shaken and the productive forces of 
society become derarged." At present, “there is a need not only to study the form 
of the ownership system by the whole people and that by collectives but also to 
gain an understanding of the special features of the two forms of socialist public 
ownership system from the standpoint of the ownership, possession, control and 
utilization of production materials. In this wav, we can correctly formulate a 
program for the reform of the economic control structure over these two systems oi 
public ownership." If we were to follow those comrades who were opposed tv Stalin's 
“three aspects" viewpoint in the belief that the ownership system of production 
materials ‘lid not constit ite one aspect of production relations and therefore 
should not be taken indep:ndently as the subject matter for research, then we would 
be basically hindering th» study of this lesson. This would be detrimental to the 
implementation ot the "8-character policy." 





Similar views were held by Ji Yuancheng, Xu Haikuo and Li Yunfu. 


In the course of the discussions, some ccnra es raised the question of the rela- 
tions of the rights of ownership by the labor force. For example, Ma Shufang held 
the view that man's place in production and his reciproca’ relations were deter- 
mined not only by the relations of the ownership system of the means production but 
also by the relations of the right of ownership of the labor force. The basis of 

















\ 
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socialist production relitions was not only the system of public ownership of ¢ 
means of production but also the two-fold possession right of the labor force. 
(Ma Shutang: "What Should Be the Constituents of Production Relations?" 
YANJIU, no 12, 1979; references hereafter to Ma's article will not be separately 
notated) 


JING GI 


For many vearts now, we hive consistently ta.en the problem of the ownership system 
ol the means of production as the basic problem of production relations. We have 
taken it the basic hallmark delineating social economic patterns. In the past, in 
the study of the cialist portion of political economics, attention was focused 
on the problem ot ct.e pubdlic ownership system of the means of production which was 
taken as the basis of sccialist production relations and as the starting point o! 
sociaiist production and distribution. After a year's discussions, some comrades 
have pointed out that in the socialist construction period there were many special 
and complicated economic relations. The economic sectors manifesting such rela- 
tions must necessarily be of a special nature and therefore need to be studied 
intensively and be explained in a concrete manner. If the study is limited to 

the ownership of the means of production, then the need for further study would be 
negated simply by the existence of a "public ownership system." 





(2) Concerning the Question of Exchange Relations 


Sun Yefang was of the opinion that "in Stalin's definition of production relations, 
he cid not single out exchaige relations separately but brought them up as one of 
the items of man-to-man relations in the direct production process (so-called 
"reciprocal-exchange of labor"). This was precisely Duhring's viewpoint and was 
severely criticized by Engels. Stalin's viewpoint of refuting the circulation 
process "precisely reflected the refutation of circulation in actual practice and 
a resort to rationing in kind." "It was highly detrimental to the solution o1 
many complicated problems in actual practice.” 

Zhu Jiannong said: Marx's reference in his treatise, “Hired Labor and Capital," 
to "The Mutual Exchange of Activities" and his reference in the preface to 
"Critique of Political Economics" to the "Distribution of the Constituents of 
Society Among the Various Categories of Production" both treated men as constituents 
of production relations in the direct production process and not of the production 
relations in the exchanve process. In this way, "Stalin had confused the two pro- 
cesses of production and circulation, which share mutual conditions but ure essen- 
tially dissimilar, and talked of them as one process." In the opinion ot Comrade 
Yu Shabo, Stalin failed to examine production relations from the standpoint of the 
processes of production and reproduction in society. Hence, what he referred to 
as the “mutual exchange of activities" may be interpreted as mankind's mutual ex- 
change of activities in the direct production process, meaning the exchange of 
labor, but did not comprise the wholesale exchange of products (and commodities). 
(Yu Shaobo: "Ownership Svstem as the Sum Total of Production Relations," JINGJI 
YANJIU no 3, 1980) 


Jiang Xuemo did not agree with the above views. He was of the opinion that the 
crux of the matter lay in determining the meaning of the sl.ort phrase, "mutual ex- 
change of activities." Stalin himself believed that this rt phrase already 
contained the meaning of the term "exchange’' in the defin 01. the subject mat- 
ter oi study in political economics found in Engel's book "Anti-Duhring." 











He further notated that he had quoted from Marx's work "Hired Labor and Capital." 
According to Marx's original idea, the "autual exchange ot activities" here should 
be understood as the "relations of the division of labor and man's cooperation in 
all the production processes of society,' and "represented a form of exchange 
embodying a most general and broadly com »rehensive meaning." "It was most fitting 
to use the phrase ‘'mitual exchange of aciivities' to comprehend the relations of 
the exchange of liviig labor and the exchange of products. Stalin's explanation 
in this regard was vory convincing.” 


(3) Assessment of Stalin's Definition 
Among those comrades in favor of refuting Stalin's definition of production rela- 


tions, Sun Yefang held that Stalin had made an incorrect revision of Engels’ defin - 
tion of the subject matter of political economics and the contents of production 


relations and represented a retrogression from Engels' posi: Hence, it would 
be only proper to restore Engels’ exposition on productio: ‘eistions in “Anti 
Duhring." Comrade Zhang Wentian mentioned five points op sing Stalin's defini- 
tion. Principally, he held that, in the field of politic. . wies, by omitting 


co study the productive forces manifested in production relations and only making 
a study of the owners! ip relations, Stalin in effect made production relations 
artificially simplified and lopsided. He ‘further believea that Stalin's refutation 
of the ownership relations of production, distribution, exchange and consumption 
diminished the significance of productio. relations as being the social economic 
structure. He further alleged that Stalin had confusedly mixed together the ‘'mu- 
tual exchange of activities of the individual" among mankind with the exchange of 
products and so forth. Some comrades believed that we should restore Marx's theory 
f the four stages ot production relations ind study socialist production relations 
on the basis of the four stages of production, exchange, distribution and consump- 
tion and in this way set up a system of socialist political economics. (Hong Yun- 
peng: ‘We Should Restore Marx's Definition,'’ XUESHU YUEKAN, no 12, 1979) 





As for those comrades who supported Stalin's definition of production relations, 
they still differed somewhat as to precisel.’ how to express this definition. Some 
comrades were in complete agreement with Stalin's so-called "three-aspects method.” 


iust as Jiang Xuemo said: "What Stalin said about the three aspects was correct. 
We should not refute it lizhtly.' 


In his opinion, the "three aspects" ard "four 
stages'’ versions can coexist without impeding each other but instead supplement 
each other. The "three apsects" version pointed out the inner content of produc- 


tion relations. on the other hand, the "four stages" version pointed out tnat we 
should not quietly and isolatedly study production relations alone but sho ld stud 


production relations from the stancpoint of the process ot the production rovement 
of society and from the separate stages of production, distribution, exchange and 
consumption that form the constituent parts of the production process of siciety. 


Both versions belong to the sphere of Marxism.” 


Some other comrades, such as Ma Shufang, expressed the view that Stalin formulated 
the definition of production relations after having vertically dissected productio 
relations and that he correctly gave eminence to the decisive role played by the 
ownership system of the mean; production in production relations. Furthermore, he 
added, this definition was a»le to reveal the nature and substance of production 
relations. Hence, it was an improvement of Engel's definition. Stiil, this defi- 
nition did not cover sufficient ground and should have included the form of the 
ownership right of the labor force. 








the third bateh of views contended t at con erning production relations, the 

"three aspects method" and the “four etages’ were both wrong. Both of them ignored 
labor relations and simply attributed all economic probleme to the problem of the 
owhership system, lo their opinion, “any kind of production represents the union 
Of the means of production and the labor force. Production relations are Likowine 
the union of the ownership syatem of the means of production with the social rela 
tions of labor, Both ar generated at the »ame time by a definite groundwork of 
productive labor. They hare mutual conditions and are prerequisites for one 
another. (Chan Baio: “Ve Must Clarify What Production Relations Are," QUNZHUNC 
LUNCONG, wo 2, 1980) 





Problema That Need Further Study 


faking 4 vertical look at the discussions on the question of the subject matter 

of political economi s over the past vear, we may find many divergent views but it 
must be admitted thai the discussions have helped to effect a better understanding 
of certain problems. Despite the divergent views, the discussions have been 
thought provoking and encouraged further an! deeper study. At the same time, peo- 
ple have realized that the discussion has not been penetrating enough. Some ot 
the articles were not in touch with the actual economic situation of the nation 
and failed to provide sufficient support for their statements. in addition, there 
ire still many other problems that need further research. Here I cite the ‘tollow- 
ing? 


1. How to treat the following passage from Marx's book "Das Kapital!” "What 
want to etudy in this boox is the production form under capitalism and it: rele- 
vant production and exchange relations." Just what is production form? joes 
political economics seed to study production form, and, if so, in what way’ 


2. What status should we accord to the study of the productive forces in politi- 
cal economics? 


3, What is the ownership right or ownership system of the labor force? What is 
the actual significance of study on this problem’? 


4. How are we to understand and assess the position and role of erchange in 
socialist economics? 


5. What important position do consumption pattern and consumption relations oc- 
cupy in the study of the socialist sector of political economics” 


6. What are the bas c and special features and trend of development of the presen: 
stage of socialist p-oduction relations in our country? How may the study of the 
socialist sector of »olitical economics further progress in order to better serve 
socialist modernization and construction? 


Problems of this kind all need to be studied further and more penetratingly. Since 
socialist modernization and construction aim at considerably raising the current |, 
very backward status of the social productive forces, naturally there is a need to 
readjust and reform the production relations of society in order to conform to the 
relevant demand for developing the productive forces. It is eminently clear that 
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the discussione on the subject matter of tho research on political economics ars 
important and are closely related to the a complisahment Of this great histori: 4! 
task. if only we can continue to identify closely with the realities of economic 
construction and economic reform now in progress and engage steadfastiy in further 
experimental work, then the theoretical acc mulation of the socialiat sector vu! 
political economics will achieve a new and iigher development and make suitadie 
contributione to socialiat modernization anu conetruction. 


CeO! 400: 
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NATIONAL POLICY AND ISSUES 


iASAS «) STATE ENTERPRISES DISCUSSED 


KO 70705 Beijing JINGJIT YANJLU [ECONOMIC RESEARCH] in Chinese No 9, 
29 Sep 680 pp 47=52 


[Article by Wang Zhuo | 3769 38620) of Guangcong Light Industry bureau: "On 
the Primary Economic Tasks of State-owned Enterprises--With Comments on the 
Production and Composition of Commodity Value and the Law of Necessary 
Social Value") 


(Text) Recently, in our study of economics on the management and contro! of 
enterprises, we came across the question of what were the primary economic 
tasks of socialist state enterprises. This led us to probe into certain 
basic theoretical problems. in socialist political economics, such as the 
production and composition of commodity value and the necessary economic 
jaws of the society. Ia our opinion, the study of these problems is very 
significant, 


What are the economic tasks which the production and management activities of 
socialist state enterprises aim at accomplishing? What are their primary 
economic tasks? The usual reply frequently stresses that state enterprises 
aim at providing society with a supply of products. Seldom is it stressed 
that they are to supply so:iety with surplus products. It is aiso usually 
stressed that they are to »roduce utilization value for the society, and 
seldom is it stressed that they are to create the necessary social value, 
What is the source of these replies? Are they all-embracing or not? 


in the early 1950's, a basic viewpoint emerged in the Soviet Union. It was 
that the economic task of socialist state enterprises was to produce utiliza- 
tion value and this was taken as a symbol to differentiate the nature of 
socialist enterprises from that of capitalist enterprises. In 1954, in 

the first edition of the Soviet inion's "Textbook on Political Feonomics,” 
the discussions on socialist commodity value and utilization value stressed 
mainly the significance of the production of utilization value and ignored 
the significance of the production of value. The source of this basic 
viewpoint, which in discussing the economic tasks of enterprises neglected 
the necessary social value--namely, the surplus products and their value 
form-can be found in Stalin's book entitled "Problems of Soviet Socialist 
Economy." Stalin wrote: “We must discard the concepts which were taken 
from Marx' book ‘Das Kapital,’ which specialized in the analysis of 
capitalism, and which were superimposed on the socialist relations of our 
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ountry, the concepts | have in mind inelude such concepts aa ‘hecessary ' 
iabor and ‘surplus’ lator, ‘necessary’ products and ‘surplus’ products, 
‘necessary’ time and ‘surplus’ time.” (Stalin: “Probleme of Soviet 
Socialint Leonomy,” People's Publishing House, 196] edition pp 12-13) 

\e a result, since then no mention has been made of the task of state enter- 
prines to provide society with surplus labor and surplus products and their 
Value forme, Hamely, the Necessary social value, Thies has caused detrimental 
effects in actual practice, or example, in planning, in economic control 
and enterprise Manageme: ., stress wae oniy put on the creation of utilization 
Value whils giecting |e creation of necessary social value which created 

a drawback, 


Actual experienee in the 30 years of economic work in our country has proved 
thut Stalin's neglect of the ategories of surplue labor and surplus products 
wae hot appropriate, Ase we se it now, there are two economic tasks which 
socialist state enterprises must perform. They are: 1) to provide society 
with commodities which posses, utilization value; and 2) to provide society 
with surplus products whose v. lue form is the necessary social value (taxes 
and protits). How are these wo tasks related to each other? 





ihe task of state enterprises to produce utilization value and to provide 
society with quaiity products to meet consumption needs is a very important 
one. This is Secause the direct aim of socialist production is to satisfy 
social needs. However, socialist economy cannot forever stay at a sea level, 
it must develop and move forward and the ultimate objective is to reach the 
higher level of communism. In order to achieve this objective, socialist 
production must “continually increase and improve on a highly technological 
foundation.” (Ibid, p 59) This requires definite material conditions. 
Speaking from the standpoint of value formation, there must be a large 

amount of capital construction investment, while speaking from the stand- 
point of utilization value, there must be cement, rolled steel and timber, 
and there must be machinery and equipment and so on. Where do these goods 
come from’? Insotar as the industrial departments are concerned, we have to 
depend on workers of state enterprises to provide surplus labor and to create 
surpius products for the state, If workers in state enterprises cannot 
provide surplus labor and cannot create surplus products for the state, 
production cannot be expanded, 


in order to attain the higher stage of communism, socialism cannet rely on 

1 “skimpy transition period.” it must have a firm basis of development in 
production and be able “to satisiv to the greatest extent possible the 

normally increas.ng material ind cultural needs of the entire society.” (Ibid) 
in order to achieve this obj«c:tive, there must be definite material conditions. 
Where do these material condi fons come from? They must come from the workers 
providing surplus labor, surp us products and necessary social value. If 

the value of the commodities »roduced by workers of state enterprises is only 
sufficient to compensate the use of labor neeced to manufacture commodities 
without providing for surplus labor or creating surplus products, naturally 

it will not be cossible to raise the living standard of the people by means 

f increasing wages and salaries and of lowering the prices of consumer 

goods. This is because if the workers in the course of production cannot create 
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tunde for taxes and cannot create profits, or if the amount of taxes remitted 
to the state and the amount of profits made are too little, then the state 
will not have sufficient money and material resources to increase wages, 

and the living standard of the people will not reflect the needed improvements. 


tngels said: “The surplus value formed by the value of the producta of labor 
surpassing the cost of labor maintenance and the social production tunds and 
seserve (unde formed and accumulated from these surpluses were and still are 

the foundation for the continued progress of social, political and intellectual 
development. ("Selected Works of Marx and Engels," "Anti Duhring,” Vol Il], p 243) 
Hence, the provision of surplis products (whose value formation is the necessary 
social value) to society by state enterprises is the economic basis insuring 

the cevelopment of the transitional process from socialism to communism, 

Viewed in this context, of these two economic tasks of state enterprises, the 
more important one is that of providing society with surplus products in 

order to satisfy the development needs of society. Of course, providing 
society with commodities of wtilization value in satisfaction of its current 
needs is aiso a very importait and indispensable task of the state enterprises. 
If this task is not ful'iilled firet, then it will not be possible to talk 

about fulfilling the tak of providing surplus products. However, from the 
standpoint of social de elopment, providing surplus products to the society 

is the primary economic task .f state enterprises. 








Is there a law in existence ii socialist economy governing necessary social 
value? Regarding this problem, we must analyze the formation and composition 
of the value of socialist committees. 


Marx did not answer and did not need to answer the question of how to analyze 
the production of the value of commodities of state enterprises. This is 
because Marx had predicted that in a socialist society the relations of 
commodities, value and currency would vanish. 


However, the problem which Marx did not need to answer is a current onc. In a 
socialist society commodity production, and indeed expanded commodity produc- 
tion, still exists. Now, under the conditions of an expanded commodity produc- 
tion which Marx did not foresee, how should we analyze the production process 
of the value of socielist commodities? 


The general saying is that socialist commodity production is also the unifica- 
tion of the labor process and value formation process. Obviously, this is 

an indiscriminate use of Mirx' analysis of the simple commodity production 
process. The reason for this indiscriminate use is to evade the use o' 

the economic category emploved by Marx in the analvsis of capitalist relations. 
However, actual economic living conditions show that under the conditions of 
simple commodity production there is no need to divide labor into necessary 
labor and surplus labor, whereas under the conditions of socialist expanded 
commodity production, labor must necessarily be divided into necessary labor 
and surplus labor. If the workers fail to provide surplus labor, then 
neither socialist materia) reproduction nor the reproduction of socialist 
production relations can be expanded. if this is the case, then even a 


socialist economy would find it difficult to subsist because of a prolonged 
period of stagnation, not to mention ict that the transition from 
socialism to the higher stage of com would be out of the question. 
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However, Stalin insisted on discarding such economic categories as surplus 

labor and surplus products. This haa caused confusion in the value theory of 
commodities, The first edition of the "Textbook on Political Fconomice," 
compiled by a group of writers of the Economic Research Bureau of the Academy 
of Seiencen of the Soviet Union, had an article on the formation and structuring 
of the value of commodities of state enterprises which says: 


"The soectal production expenses of commodities make up the value of the 
commodities," 


“The sociat peodution expenses consist of the following three parts: value 
of the consumed production materials, value created by labor for oneself and 
value created by labor for society.” 


"For socialist state entorprises, the first two parts of production expenses 
mentioned above constituce the production cost of products." 


"The products belonging to society and made from the labor of socialist 
production workers constitute the net receipts of society.” 


fhe net receipts of society are the properties of the whole people. "They 
embody two basic forms: net receipts of the state enterprises and net 
/eceipts of the state through centralization," 


fhe following two points concerning the above passages are worthy of study: 


i. That “the social production expenses of commodities make up the value of 
commodities” is a textbook explanation applied mechanically from Marx’ analysis 
oi the value formation of capitalist commodities. Marx' analysis was directed 
against the notion of the capitalists that only the cost of production of 
commodities is payment for production expenses but that the surplus value 
constitutes profits and is not payment for production expenses. In order to 
rectify this erroneous idea of the capitalists, Marx insisted on the principle 
of the labor theories of value, to the effect that the three "C.V.M." 
jexpansion unknown] portions of commodity value all comprise payments for 
production expenses. This analysis was clearly aimed at a capitalist economy 
and was an answer to a factual problem in the labor theory of value. On the 
other hand, the indiscriminate use of this textbook explanation Sv Marx is 
inappropriate since it was not aimed at the value formation o1 cialist 
commodities. Nor was it an answer to any factual probler. 


2. The so-called mt receipts of society, net receipts of the enterprises and 
net receipts of the state concern the problem of how to distribute value upon 
its formation, They belong to the realm of the distribution of the national 
income and basically do not fall into the category of value formation. This 
analvsis may be said to have made Marx’ labor theories of value fall back to 
the realm of classical economics. According to the classical economists, 

land rent, profits and interest made up the value of commodities. The reason 
for this regression was to get around the “forbidden area” of the economic 
concept set up by Stalin concerning surplus labor, surplus products and thir 
value form--the necessary social value. 
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lt appears that to make a correct analysis of the problem of the formation 
and composition of the value of socialist commodities we must first break 
through the "forbidden area" set up by Stalin, We must admit that the value 
of socialist commodities is the result of labor, and that labor must still 
se divided into necessary labor and surplus labor. It will not do to evade 
these economic categories; to do so would be detrimental and harmful. 


Stalin said that in Marx' book "Das Kapital" the categories mentioned, such 

as necessary labor and surplus labor, necessary products and surplus products, 
necessary time and surplus time, were in complete agreement with capitalist 
relations, This was indeed correct. However, the p.sblem lies in Stalin's 
assercCion that categories which reflected capitalist relations could not be 
used to reflect socialist relations, This would bring about a "crisis" in 
political economics under socialism. This is because if we are to follow 
Stalin's viewpoint and push it further such economic divisions as commodities, 
value, currency, wages, cost of production, profits and interest would be 
banned from utilization. Should this be the case, then we would be on the 
wrong track and inconsistent with Lenin's theory of dividing economic 

category into two main g-oups. Lenin pointed out that the economic category 
should be divided into tvo main groups: one is the division of the labor 
process and the other is the division o: social relations. The so-called 
labor process is the social production process in general. Marx said: "The 
labor process is a simple and essential process between man and nature, and 
this definition applies to ali the social developmental forms of this process. 
But each definite historical ‘orm of the labor process will further develop 
the material basis of the process and the social form, After reaching a 
definite mature stage, this historical form will be abandoned and will give 
way to a higher form, (Marx: "Das Kapital," Vol III, People's Publishing House, 
1975 Edition, p 999) Thus, it is seen that Lenin's theory of dividing the 
economic category into two large groups is in line with a general summary of 
Marx’ theory. 





the categories of necessary labor and surplus Labor, of necessary products 

and surplus products and of necessary time and surplus time employed by Marx 
belong to the economic category of the labor process. When these categories 
reflect capitalist relations, the economic nature and substance of capitalis: 
relations are exhibited. Similarly, when they reflect socialist relations, 
the economic nature and substance of socialist relations are exhibited. Marx 
said: “Surplus labor in general, as labor in excess of a definite quantity 
required, must always exist.(Ibid, p 925) Thus, in Marx' opinion, surplus 
labor in general definitely « xists. We shall now proceed to make a deeper 
analysis of the problem of tle formation and composition of socialist commodity 
value on the basis of Lenin's tenet of dividing economic category into two big 
divisions and of the principle of Marx’ theory on surplus labor in general. 


The structure of socialist commodity value is still composed of the three 
parts, C., V. and M, But how is socialist commodity value produced or formed? 


The “C" portion of the commodity value conrists of the value of the production 
materials which has been converted or transferred in the course of the labor 
process. It is not newly created value. 
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The "V" portion of the commodity value is value created by the necessary value 
of the workers, Its actual material form is che necessary product; its value 
torm is the necessary value, and its currency form is salaries and wages. The 
problem is that, in a socialist society the phenomenon of the social relations 
ot labor power being converted or transferred into a camodity no longer exist. 
lience, there no longer exists any law governing the value of labor power. On 
what basis then is the quantity of this necessary value regulated? Actual 
practice in economic work has told us that the regulation of this quantity of 
necessary value is based on two considerations. One of them is the general 
level; th other is the amount of the individual's income, To find the general 
level we must first work out the ration between the accumulation funds and 

the consumption funds in the national income, giving due consideration to actual 
need and probability and basins it on an increase in labor productivity and in 
consumer goods, The ratio be'ween social consumption funds and individual 
consumption funds is then wor ea out, and due consideration is given to actual 
need and probability. This ration of consumption funds governs the genera) 
level of the individual's necessary value. On the basis of a definite or fixed 
general level of the individual's necessary value, what each worker receives 

is adjusted by the principle of distribution according to work. Thus, the 
principles of "more work more pay," "less work less pay" and "no work no pay 

or nothing to eat" are implemented, 





As for the "M" portion of the commodity value, it consists of value created by 
the surplus labor of the workers. its actual material form is the surplus 
product and its currency form is the profits and taxes of the enterprise. 

Now the problem is: What is the concept covered by this value torm of 

surplus products? The moment we touch on this problem, we are in difficulty 

as we are afraid that it may trespass on the concept area of capitalist surplus 
value, and it is not known how to make a clear line of demarcation between the 


two. Concerning tnis question, I suggest making an analysis in two different 
wavs: 


1. Following an analysis of the social relations and an analysis of the economic 
nature of the "M" portion of commodity value, it should be clearly pointed out 
thus: labor expended by workers on the formation of the "M" portion of 

commodity value is also the workers’ necessary value. In order to differentiate 
the concept of the labor expended by workers on forming the "M" portion of 
commodity value from that [words indistinct] "V" portion, we can use the 

concept of the individual's necessary ‘abor to apply to labor torwing the 

"V" portion of the commodity value and the concept of necessary social labor 

to labor forming the "M" portion of the commodity value. Products created by 
necessary social labor will use the concept of necessary social products. 

As for their value form, the concept area of necessary social labor may be 

used. And why should this be the case’? This is because the necessary social 
value created by the workers form the social funds which, following distribution, 
are ultimately returned to the workers through various channels. Viewed from 

the standpoint of social relutions, it is the necessary value created by the 
necessary labor of the workers. 


2. Based on an analysis of the labor process and on an anaiysis of the source 
of the "M" portion of the commodity value, it can be seen ((word indistinct] of 
the "M" portion of commodity value must have a prerequisite condition. This 
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rerequisite is what Marx called labor in oxcess of a detinite quantity require- 
ment," in other words, surplus labor in general, Now the problem goes back to 
what economic concept applies to value created by surplus labor. This is a 
problem which go far very few people have cared to look into, In my opinion 

we can perhaps derive some sort of understanding from what Mara said in the 
following: "Lf we remove the special capitalist nature from salaries and wages 
and surplus value and from necessary value and surplus labor, what remains 

will not assume their several forms but will instead be the basis commonly 
owned by al! production form of the society.” (Ibid, p 990) The meaning of 
Marx' words is: surplus value in general cannot be considered as being exactly 
the same as capitalist relations, In other words, the concept of surplus 

value can reflect only capitalist relations while the concept of salaries and 
wages and profits reflects both capitalist and socialist relations. I think 
Marx' analysis is both penetrating and scientific, Many of the economic 
concepts found in socialist political economics are adopted from the concepts 
employed by Marx in his analysis of capitalist relations. Why is it that 

there are generally no objections to the concepts of salaries and wages and 

of profits which we use today? The reason is found in Marx' scientific 
analysis. Il believe that concerning the concept of surplus value, the same 
analysis may be made, that when the special capitalist substance is removed 
therefrom what remains is tie surplus value in general. When this surplus 
value in general reflects socialist relations, it becomes a special historical 
form of surplus value. We can then contrast social surplus value and 
capitalist surplus value. Also, we can go a step further and add the word 
"capital" in front of the capitalist surplus value, calling it the capita! 
surplus value so that there is a clear distinction. 





Viewed trom the standpoint of social relations, capital surplus value reflects 
the exploitative nature cf ‘red labor under capitalism, whereas social 
surplus value reflects the mutual assistance and cooperative relations ot 

the comradeship type among the ranks of the working class and ¢: > laboring 
masses. Seen from the standpoint of the working class and the .aboring 
masses, the nature of social surplus value is the necessary socia! value 
created by the necessary social value of the workers. For this reason, under 
ordinary conditions it is sufficient to use only the necessary social value. 
Except in cases of special need, generally speaking we need not resort to the 
use of surplus social value. 


The necessary social value (taxes and profits) divided by the number of pro- 
duction workers yields the productivity rate of necessary social value. 

Under conditions of gradually raising the wage level of the workers, the 
primary economic task of state enterprises is to strive to raise the 
productivity rate of the necessary social value. At present this productivity 
rate varies considerably among the state enterprises and the various trades. 
This is the outcome of complicated historical factors. We must strive to 
raise the productivity rate of the necessary social value above the present 
level among the enterprises and trades. 


Socialist industrial enterprises must examine and find out the relations between 
the cost of production and the value of the commodities. They must check the 
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relations between expend d funds and the value of the commodities, They must 
make the cost of production (( plus Vv) of the commodities smaller than the value 
of the commodities (C plus V ;lus M), so that the same amount of expended 

funds can yield the largest possible necessary social value, Practical economic 
work has amply testified that this accounting work is extremely necessary and 
indispensable, If this accounting and checking work is not done and the cost 

ot production of commodities {ts not nade smaller than the value, and if the 
necessary social value is not made greater than the expended funds, then where 
will the social accumulation funds come from? If under ordinary conditions 
stute entcrprises are not made to provide the necessary social value and if the 
jword imdiscinet) value of commodities is used up in compensation, then the 
enterprises will eat up everything, and accumulation, an advanced function 

of the soclety, will be negated. How then can social accumulation funds he 
formed and distributed? If there are no social accumulation funds formed or 
distributed, there will be no expanded reproduction of material resources and 

no expanded reproduction of production relations. Socialist economy will then 
remain forever at a certain level of development. This would be unimaginible. 





Naturally, the increase in the gross value of necessary social value provided 
by the state enterprises primarily depends on the rapid development of 
production, However, production development must be combined with lowering 
the cost of production since this is the way to raise the productivity rate of 
the necessary socia! value. If, on the other hand, the cost of production of 
the enterprises is too high .nd income cannot match expenditure, then a situa- 
tion of increased production yielding a bigger deficit would result. 


After analyzing the formation and composition of the commodity value of state 
enterprises, another subject matter for further study is: Does a law of 
necessary social value exist in socialist economy? I feel that the reply is 
definitely in the affirmative. Concerning social relations, socialist produc- 
tion differs in substance from capitalist production. The direct aim of 
capitalist production is not the production of commodities but rather the 
production of surplus value. Hence, labor itself is necessary only under 
conditions of creating surplis value for the benefit of the capitalists. 

Only then is it called produ tive labor. On the other hand, the direct objec- 
tive of socialist production is for the sake of man and his needs. However, 
speaking fromthe standpoint of the laboring process, and also from the stand- 
point of socialist expanded commodity production, socialist production and 
capitalist production have s.mething in common, Therefore, unde: vormal 
conditions, the production o! state enterprises, in order better to fulfill 
its objective, can be called economically rational only if it creates necessary 
social value. Only in this way con it be called expanded commodity production 
which is really needed by society. If under normal conditions state enter- 
prises cannot provide necessary social value, then this is not economically 
rational and the enterprises cannot be considered as engaging in expanded 
commodity production really needed by society. 


What then is the law of necessary social value? If production of the state 
enterprises is expanded commodity production, naturally it provides necessary 
sucial value. The natural economic process involved is the law of necessary 
social] value. Under normal conditions, violation of this law will cause state 
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enterprises to be unabli to provide necessiry social value and lence to be 
unable to carry out expunded commodity production. If all state enterprises 
cannot provide necessary social value, then it means that soctalist production 
cannot realize its obje tive. The serious havoc wrought by Lin Biao and the 
"sang of four" during tle 10 years of great calamity brought about the loss 
of a large amount of ne essary social value, It rendered impossible the 
betterment of the peopl. 's lives, wrecked the objective of socialist produc- 
tion, brought the national economy to the brink of collapse, and disrupted 
the working of the basic economic law of socialism, This negative experience 
caused us to see all the more clearly the existence of the law of necessary 
social value. We should make a deeper study of this problem. 


CSO: 4006 
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FINANCE AND BANKING 


MERITS OF RAPID DEPREC'ATLION OF FIXED ASSETS WEIGHED 


Not a Marxist Concept 





Beijing CAIZHENG [FINANCE] in Chinese No 6, 6 Jun 80 pp 21-23, 26 


[Article by Wang Wenbin [3769 2429 1755] "Depreciation of Fixed Assets Must 
Conform to Actual Wear and Tear] 


[Text] Recently, many comrades have advanced various views regarding depre- 
ciation of fixed assets. Some claim that our existing depreciation rates 
are too low and should be raised considerably. Now I wish to express my 
views on this question. 


I. 


The depreciation of fixed assets, according to the Marxist viewpoint, is to 
provide adequate funds to renew fixed assets when their useful life ends. 
Consequently, the depreciation of !ixed assets must be commensurate with 

their wear and tear. Excessive de; reciation will hike production costs, cut 
back the profits to be surrendered to the state, affect commodity prices and 
disrupt the ratio between accumulation and consumption. However, insutfi- 
cient depreciation will lead to an unreasonable reduction of production costs, 
inflate the profits surrendered to the state, affect the ratios between com- 
modity price, accumulation and consumption, and force enterprises to draw on 
their capital. So both excessive and insufficient depreciation are harmful. 


According to Marx, the depreciation of fixed assets should cover three fac- 
tors: mechanical wear and tear, natural wear and tear, and inLangible wear 
and tear--all of which must be considered in calculating the depreciation 
rates of fixed assets. There is no room for subjective, artificial increas- 
es and reductions. 


Since World War Il, the capitalist countries of the West have been using 
quick depreciation," a Keynesian device to enable the state to intervene in 
economic life and defend the interests of the monopoiist capitalists. It 
artifically raises production costs, cuts back on profits and taxes, and 
puts heavier financial burdens on the working people. In an attempt to en- 
courage investment and usher in economic revival, it stimulates production, 
makes monopolistic capital more competitive, and reduces taxes on monop 1- 
istic capital during a depression or crisis. 
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The United States was ‘he first country to introduce "guide depreciation." 

In 1942 the American Government allowed all monopolist enterprises which had 
detense contracts to depreciate completely their factory buildings and equip- 
ment over a period of 5 years (at that time, the prevailing rates were 50 
years for factory buildings and 20 years tor equipment), in order to induce 
the capitalists to invest in and speed up arms production. This gave the big 
monopolist arms manufacturers an opportunity to net a tremendous amount of 
protit. This policy is widely copied by various capitalist countries. Now 
the aumber of years to depreciate fixed assets in the Western capitalist coun- 
tries has been cut back 50 percent. In the United States, for example, the 
period tor depreciation before 1950 was 50 years for factory buildings and 

20 years tor equipment. (Within this period, ferrous metal metallurgical 
equipment was allowed 25 years, metal processing equipment 15-25 years, tex- 
tile equipment 40 years, railroad equipment 28 years.) The period for total 
depreciation of machine equipment was cut in 1962 to 8-15 years and further 
reduced in 1971 to 6.4-i2 yeirs. Japan allowed 21 years to depreciate equip- 
ment installed before 1950, wut the period was cut back to 7.6 years in 1971. 
To stimulate production, Japin has also adopted special accelerated depreci- 
ation. The first way is to increase the depreciation rate at the beginning. 
For instance, machinery for poliution control may be depreciated 33 percent 
the first year; medium and small enterprises may depreciate their equipment 
at an annual rate of 30 percent for the first 3 vears; and eneryy-saving 
equipment may be depreciated 25 percent the first year. The second is auth- 
orized accelerated depreciation. For instance, a newly constructed building 
tor lease may double its annual rate of depreciation during the first 5 
years. A newly built house for rent with an estimated life of 45 years may 
b> depreciated 1.5 times the annua) rate over the first 5 years. 





It must be pointed out that even t ,ugh some capitalist countries favor ac- 
celerated depreciation, this does not apply uniformly to all industries. For 
instance, Japan requires a shorter period to depreciate steel-constructed 
ships (10-15 years), computers (6 years) and eutomobiles (4 years). However, 
it takes 20 years or more to depreciate all oth®r equipment and buildings. 
Accelerated depreciation is applicable to these “hree industries because Ja- 
pan is quite advanced in these areas and the Japanese Government wants to 
help the monopolist capitalists in order to encourage them to renew their 
equipment sooner, so as to enhance productivity and competitiveness. These 
measures also help the shipbuilding, electronic, and automobile industries 

to increase their sales. Their objectives of adopting accelerated deprecia- 
tion are quite obvious. 


As a socialist country, we should work out our own method for depreciating 
fixed assets according to Marxist principles and the actual conditions in our 
country. We cannot adopt "quick depreciation" measures blindly. 


First, quick depreciation of fixed assets will affect the level of consump- 
tion and disrupt the normal ratio between accumulation and consumption. To- 
day, the fixed assets of all our enterprises owned by the whole people are 
worth 320 billion yuan. Raising the depreciation rates 5 percent would mean 
a loss of 16 billion yuan in revenue. If the depreciation rates remained 
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unchanged and the rate of accumulation were 25 percent of the state revenue, 
l2 billion out of the 16 billion yuan would be set aside tor consumption, 
Once che depreciation rates were raised, this sum of 16 billion yuan der.ved 
from depreciation would have to be spent for renewals. This means a change 
in the ratio between accumulation and the national income. We know during 
the First Five-Year Plan period, when the accumulation rate was only 24 per- 
cent, the relative ratio’ were well adjusted, the economy showed steady growth, 
and commodity prices remained stable. These ratios were seriously disrupted 
when the accumulation ratio rose to 40 percent during the Second Five-Year 
Plan period. This is a lesson worth remembering. We must not adopt quick 
depreciation measures which wil’ force up the rate of accumulation and dis- 
rupt the equilibrium of the national economy. 


Second, any quick depreciation measures we adopt must be commensurate to the 
technological and tinancial capabilities of our country. Our existing finan- 
eial and material resources are not adequate to support any indiscriminate 
quick depreciation. As mentioned above, our fixed assets owned by the whole 
people are worth 320 billion yuan. An increase of | percent in the depreci- 
ation rate would amount to 3.2 billion yuan. If the entire amount were spent 
tor renewal and renovation of equipment, we would have difficulty getting 
supplies. The capitalist countries, always plagued by overproduction, can 
have all the supplies they need if they have the money. Unlike the capital- 
ist countries, our trouble is underproduction; money alone will not help much. 
In 1975 a Shanghai shipyard placed an order with a certain machine tool plant 
for a gear-hobbing machine which to date has not been delivered, even though 
the plant received 500,000 yuan in advance. They say there are not enough 
supplies to meet the need for equipment renewal, even at the existing rate of 
depreciation. If the rate were raised, the extra funds would not do any good 
except to force up production costs artifically. 


Third, with huge sums of depreciation funds at their disposal, all enterprises 
are prone to do something with the monev they have. But will crowded sched- 
ules of capital construction and industrial renewal reaily help the construc- 
tion of the country? Moreover, higher depreciation rates will help both new 
and big enterprises which have more fixed assets and can claim more deprecia- 
tion than older and smaller ones, which have very few fixed assets and cannot 
claim much to overhaul their "“wornout equipment.” This will make the whole 
thing even more anomalous. 


Fourth, our country, resting on a weak industrial foundation, has to focus 
its attention not only on fully utilizing enterprises but also on improving 
and overhauling old eqiipment. We do not oppose equipment renewal [replace- 
ment] in general. This mean; renewing that which is aiready at the end of 
its useful life. To put equipment to more efficient use, we also favor the 
renewal of equipment which his sustained intangible wear and tear But we 
want to use older equipment ts much as we can, and improve it whenever possi- 
ble. Since the production of equipment in our country cannot reach the level 
attained by the capitalist countries, isn't it a waste to raise the depreci- 
ation rate and move up the retirement of equipment? In Japan a 4-year-old 
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automobile is completely depreciated and scrapped, We can une the sane auto 
mobile tor at least 10 more years. If we depreciate and scrap our automobiles 
in 4 yeara, how are we going to get enough automobiles to meet the need? 1 

we spent the money derived from depreciating automobiles which we do not serap, 
would that be ..epatible with the purpose of depreciation? 


Fifth, although we did not adopt quick depreciation measures during the First 
i ive=Year Plan period, our production and technology developed quite rapidly. 
The setbacks we suffered all these years were due to the disruption and de- 
struction by Lin Bilao and the gang of four." Ne doubt we do have problems 
in our financial system which require study and improvement. But we believe 
ve do not need the capit. list quick depreciation system to speed up the four 
molernigationa and encourage enterprises to work for the development of aci- 
ence and technology. 


1] 


The deprectation of fixed assets, according to Marx is for the purpose of 
revewing them, That calls for simple reproduction of fixed assets. Marx 
seid: “The duration of this perlod begins when the means of production enter 
the production process and enda when they are totally depreciated, are no 
ee useful, and must be replaced by new products or by reproduction of the 
vld ones. What does simple reproduction mean? Does it mean that the re- 
newal or replacements should retain the original design, price and scale of 
production? As science and technology advance, "labor instruments also im- 
prove along wi’) industrial progress. So renewals are new products rather 
than the origi.als.* However, any expanded scale of production is due to 
eifictent means of production instead of capital accumulation. That is stil) 
simple reproduction. It means that this expanded scale of production--a re- 
newal which does not increase in value--still falls within the scope of de- 
preciation. Another situation {involves depreciation credit accumulated dur- 
ing the years when a machine is being depreciated. At the end of its life, 
the credit is converted into cash to acquire a new machine. This completes 
the cycle. Before its reproduction becomes due, its value is built up bv 
gradual accumulation of a “reserve fund") which may be used for its ex- 
panded reproduction. However, this has its limitations, which may be shown 
as follows: The table below indicates the annual accumulation of a reserv: 
fund tor a machine priced at 10,000 yuan and due for total depreciation in 
lO years. 

Accumulation of Depreciation Fund 


let vear 1,000 
Znd year 2,000 
jrd year 3,000 
4th vear 4,000 
Sth vear 5 ,000 
6th vear 6,000 
/th vear 7,000 
Sth vear 8,000 
9th year 9,009 
iOth vear 10,000 

Total 55,000 


Average rate of accumulation = 55,000 = 10 = 5,500 yuan 
Ratio acainst original value = 5,500 -- 10,000 = 557% 


24 














if an enterprise wisely spends ihe depre. iation fund in cash, about one-third 
of it [95° = (100% + 5592)e © 35.52] may be available for expanded reproduc- 
tion, More cash accumulation would be required if the fund were used to buy 
hew equipment: 





Depreciation of the Depreciation of the 
Firet Machine New Machine 

lat Vea 1,000 == 

nd year 2,000 100 

ird yeu 3,900 200 

4th year 4,000 wo 

Sth year 5,000 400 

6th year 6 ,000 §00 

7th vear 7,000 600 

Sth vear 8,000 700 

9th vear 9,000 800 

LOth year 10,000 900 

Toial 55,000 yuan 4,500 yuan 


Average rate of accumulation = (55,000 + 4,500) + 10 = 5,950 
Ratio against original value = 5,950 = 10,000 = 59.5% 


This means that the amount of depreciation fund used for expanded reproduc- 


tion cannot be more than 37.3 percent (59.5% + (LOOZ + 59.52%)]. 


in a letter to Marx, Engeis provided two depreciation schedules to illus- 
trate this point. In one schedule, the capitalist uses the depreciat on fund 
to earn interest, and in the other he uses the annual depreciation fund to 

buy new machines every year. This is what Engels said about the lattcvr case: 
"The factory owner use: the depreciation fund.....step by step.....to invest 
in new machinery. ... ‘his kind of bookkeeping helps him use the old machinery 
to acquire 60 percent +f the new machinery without spending 4 penny o| his 
profit.” 4 


jowever, a new enterprise which normally has new equipment is not Likely to 
make annual acquisitions of new equipment. Consequently, it will not spend 
the depreciation fund in equal portions. We believe it is wise to keep the 
portion of the deprec ation fund used for expanded reproducr's at 20 to 

10 percent. 


The tbove explanation lead us to conclude that, as a rule, a depreciation 
fund should be used f ¢ simple reproduction of fixed assets. Even though th. 
cash accumulated may e used wisely for expanding their reproduction, it 
should not exceed 20 to WO percent of the depreciation fund. There are two 
ways to distinguish expanded reproduction from simple reproduction of fixed 
issets. One depends on whether the value has increased, or, as Marx said, 
whether there is capital accumulation. The other is whether che production 
scale has expanded. if both were true, it would be considered expanded re- 
production. If only one of the two is true, it could not be regarded as 
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expanded reproduction As mentioned above, technological advances may help 
renewed {fixed assets io expand in their scale of production without any in- 
erease in value, That should not be cone idered expanded reproduction,  In- 
flation may lead to an increase in the value of fixed assets without expand- 
ing their seale of production, This is «till simple reproduction of fixed 
insets, 


lil, 


We ‘wave tried to set down two rules to delineate the depreciation of fixed 
assets. The first rule sets limite within which the rates of depreciation 
miy tise or fail. Th: second rule explains how much the depreciation fund, 
if any, may be used t expand reproduction. Now let us take a look at the 
actual conditions in ur country. 


Some comrades who not ce that most of our enterprises still use the old equip- 
ment of the 1920's an 1930's, ana that they do not have the money to renew 
them, claim that the major cause of this is the low depreciation rate. They 
therefore recommend much higher depreciation rates. We do not believe low 
depreciation rates are responsible. For example, the depreciation rate for 
all enterprises under the Shanghai Light Industries Bureau in 1978 was 4.61 
percent. Some 28 percent of their fixed assets consisted of buildings due 
for total depreciation in 50 years. The rate for equipment due for tota! 
depreciation in 18 years war 5.6 percent. If these rates were followed 
through, all their fixed assets should be those of the 1969's. Why then are 
they still using fixed assets of the 1930's, 1940's and 1950's without re- 
newal? In fact, some equipment has not been renewed for 20 or 30 years. 
Why? First, a part of the fund has gone to the state as revenue, and sec- 
ond, the remainder allotted to the enterprises is spent unwisely for expand- 
ed reproduction o. fixed assets. The depreciation funds for Shanghai in 
1978 (see following table) will show what has happened: 








————EEwee Unit: 10,000 yuan __ 
City Total Metal- Mechani- Chemical Textile Light 
lurgical cal and Industry 
Electri- 
sasssitetaameaseaasbimssatanebntiidasepapemmmnanie : cal oo 
Depreciation 47,985 6,971 17,518 7,983 6,283 4,746 
Fund 
New Acquisi- 57,701 11,462 17,490 8,965 7,563 9,942 
tions 


Covered by 
Special Funds 


Fixed Assets 15,718 1,806 4,598 3,162 2,672 2,510 
Scrapped 


ee 





= __- + 





—_. ew oe Bo el oe eee 


Note: Special funds consist of mainly depreciation funds, plus a small frac- 
tion of other funds. 
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\e @ Fule, Che deprectition of Tikee aeseta if 4 patticultat® veit a would caveat 
the fixed assets that ife serapped in that vear and replaced by simple frepte 
duction, tut the deprectation withheldings for the city as 4 whele, as show 
in the above table, are over 200 pereent of the fixed assets scrapped, The 
current depreciation rates are by fo Means too low, even if we Make allowance 
for continued use of overage equipments ond funds for expanded reproduction 
of tixed assets, 


Take the Jiangnan Shipvard ta Shanghat, for example, In 1978 it withheld 
». 8 million yuan for Jepre: latton but scrapped only 2.38 million yuan worth 
of fixed assets at their original value, The depreciation fund withheld equa! 
ed 229 percent of the serapped assets, it spent 2.1 million yuan of the fund 
for few juipment=-not enoug to replace the assets scrapped, However, since 
it surfer ce ced 50 pereent of the depreciation withholdings to the state, it 
did not have much left to get more, We understand that about 70 percent of 
the newly acquired equipment is for additional productivity and about 0 per- 
eent is for simple routine reproduction, These people are not interested in 
higher depreciation rates because the [rates] force up production costs, and 
the equipments they need are not availabl: even if they have the money, 


In recent vears, due to the oressure of exacting production quotas, enterpris- 
en have all been exploiting old equipment and acquiring a tremendous amount 

of new equipment. The wav they have been spending the depreciation funds 
demonstrates that their demands would be very difficult to satisfy even if 

the depreciation rates were much higher. 


The above are our views on depreciution of fixed assets. Reforms of the fi 
nancial svyatem of che enterprises, including the depreciation of fixed asvets, 
involve numerous problema affectine the four modernigationsa. They must be 
caretully handled, The ily way tc work out a Chinese solution to these prob- 
leme is to irtensi'y our investigation and research, listen to different view, 
and study the experience of other countri al 


FOOTNOTES 
"Das Kapital.” Voi 2, » 176, People's Press, 1975. 
Ihid, pp 199-191, 


‘. ibid, p i8} 


Be Ibid, » 6/1 


Not Practical tor China 
Beijing CAILZHENC [FINANCE] in Chinese No », Jun 80 pp 24-26 


Article by Yin Weisheng | 1438 5898 3932]: “‘OQuick Depreciation’ Not Pract ic 
able for China” 


|Text|) “Quick depreciation” began in the United States. During Worid War 

ii, the American Government allowed all monopolist enterprises which had mili- 
tary procurement contracts to depreciate their factory buildings and equip- 
ment in 5 vears (at that time, private industrial plants could depreciate 
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their taetory buildings in 50 years and equipment tn 20 veara), in order to 
encourage the capitaliete to invest in arms production, This foreed up the 
production costs of the enterprises, cut back their book profits and reduced 
their income tax payments, in reality, it was 4 hugh, gratuitous government 
grant to the monopoliat capitalists, Later, when the capitalist economy tay 
inte recurrent cycles of crises, the principal developed countries of the 
West adopted similar measures to encourage private investment, combat econo= 
mic crises, and enhance the competitiveness of monopolist capital. These 
measures actually help the monopolist capitalists to earn hugh excess profits 
and shift the heavy burden of taxation onto the working people. 


Today, some comrades in both theoretical and practical sectors have written 
irticies and spoken out in favor of adopting “quick depreciation” to cut the 
period for depreciating tixed assets down to 5-10 vears, in order to encour- 
age the enterprises to take positive steps to use advanced technology for 
speeding up the four vodernizgations. I am of the opinion that “quick depre- 
clatio " violatea the basic Marxist principle of the depreciation of fixed 
assets, deviates from the actual conditions in our country, and is uncalled 
tor and impracticable for China, 


In analyzing fixed an! circulating capital in "Das Kapital,” Marx said: “The 
fixed capital involved in the production process passes a part of its value 
(through wear and tear) on to che products. in spite of wear and tear, it 
still functions in the production process. Consequently, it takes a period 
of time to replace it in kind. At any rete, the replacement does not occur 
as frequently as in the case of circulating capital.” ("Das Kapital,” Vol ?, 
p 204) This means that as the fixed capital works in the production process, 
its appearance may remain unchanged after working for a time. Its components, 
due to continued use, will sustain loss from wear and tear till the end of 
its life. When loss from wear and tear accumulates, a part of the value of 
the fixed capital gradually passes to the manufactured products as a part of 
their cost. When the products are sold, it regains an appropriate amount of 
funds in cash. The loss from wear and tear which passes from the fixed cap- 
ital to the value of the products is called depreciation of fixed assets. 

The cash fund recovered from the sale of the products is cailed the deprec i 
ation fund. The former stands for losses to fixed assets duc to wear and 
tear as contained in the cost of the products, while the latter is the source 
of funds for the renewal of fixed assets. 


Marx favored depreciation of fixed assets on these grounds. First, the de- 
preciation fund provides a source of money for the renewal of fixed assets 
which “have become totally worn-out, are no longer functional. and must be 
replaced by new equipment or reproduction.” Second, depreciation allows the 
total value of the fixed assets already paid in full to be averaged and dis- 
tributed to the products which are turned out in a repetitive Labor process.” 
This helps us assess more equitably and realistically the level of cost and 
profit in order to achieve accurate evaluation of business efficiency and 
tighter accounting. 
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The Value of the fixer asseta as distributed to the coat of products, i.e., 
the exact depreciation rate, should be based on an objective criterion and 
Must not be set at random, This objective criterion is the average useful 
life of the fined ansete, Marx said: “The value given or transferred by 
the Means of production to the products they helped to form must be averaged 
out or figured out on the average useful life of the fixed assets." ("Das 
Kapital,” Vel 2, p 176) The useful life of fixed assets depends on the ox- 
tent of their wear and tear, An accurate estimate of the wear and tear of 
fixed assets in the prerequisite for determining accurately their useful 
lite and a reasonable depreciation race, 





According to Marx, fixed assets sustain three kinda of wear and tear: 


1. “The primary cause of wear and tear is through use. Generally speaking, 
the wear and tear of raile are in direct proportion to the number of trains 
operating thereon.” 


2. "“Seeond, wear and tear are caused by forces of nature. For instance, the 
wooden railroad ties are exposed not only to wear and tear but also to rotting." 


3. “Finally, intangible wear and tear are at work here as in any sector of 
big industry. The railroad cars and a locomotive originally priced at 40,000 
pounds will drop cto 30,000 pounds 10 years later.” This is due usually to 
technological advances. "Most instruments of labor improve as industry ad- 
vances, 


Consequentiv, their renewals are innovated models instead of the original." 
(The above quotations on the wear and tear of fixed assets are from "Das Kap- 
ital,” Vol 2, pp 190-191.) 





Marx reiterated over oid over that all of these causes of wear and tear must 
be equitably considere | in determining the useful life of fixed assets. Those 
comrades who advocate ‘quick depreciation” place their emphasis on intangible 
wear and tear. They f.vor arbitrary reduction of the useful life of fixed 
assets and much higher depreciation rates, irrespective of actual wear and 
tear. Their proposals do not represent the real meaning of depreciation. 


Those comrades who favor “quick depreciation” derive their theory from the 
Marxist principles of intangible wear and tear. They did not pay anv atten- 
tion to Marx's analysis of the circumstances leading to intang oie wear and 
tear. Marx pointed out emphati ally that the circumstance which "necessitates 
the substitution of new labor tools for old ones before the expiration of 
their natural life” is “competition,” especially in time of drastic change." 
To be competitive, capitalists uwsualiy replace their old labor tools with 

new ones. Moreover, “in time o! drastic change,” capitalists, ia order to 
survive, have to scrap their old labor tools, which are no longer competitive, 
and switch to new technological facilities in order to strengthen their com- 
petitive position, tide over crises, and overtake their competitors. At any 
rate, renewal of labor tools is predicated on scrapping the old ones. Since 
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the purpose of capitalist production is to seek maximum profit and to extract 
surplus value, old labor tools that are no longer competitive are practically 
worthless, Furthermore, this te usually brought about by an economic criain 
due to overproduction, That ise why Marx said: “Disasters or crises are the 
major reasons for earlier extensive renewal of equipment." But we are a so- 
clalist country, where the purpose of preduction is to satisfy as auch as por- 
sible the ever-increasing materiil and cultural needa of society, Our pro- 
duction ia large-scale socialized produc! ion guided by etate plans. There is 
no competition, nor much less any economic crises due to overproduction, Con- 
sequently the claim, »ased on the theory of intangible wear and tear, that 

our country must adopt "quick depreciation" measures is not in accord with 

the basic Marxist principle of depreciation, 





This does not mean that intangible wear and tear due to scientific and tech- 
nological progress do noc exist in our country. The technological facilities 
of the enterprises will change from day to day in order to keep pace with the 
advance of science and technology, especially in the present age of electron- 
ics, nuclear energy, and space flights. Such being the case, renewal of fix- 
ed assets must be a "replacement by innovated equipment" rather than a "res- 
toration of antiques." Consequently, the depreciation fund, the source of 
funds for renewal, will increase with the advance of science and technology. 
When our existing measures for the depreciation of fixed assets were put in- 
to effect in the early years following liberation, problems of this kind did 
not receive adequate attention. To accommodate the ensuing changes, I think 
it is necessary to raise the depreciation rate (by 0.5 to 1 percent, for in- 
stance) or adjust it according to the conditions of each production sector. 
However, judging by existing conditions, the effect of intangible wear and 
tear has not yet reached such a dimension as to call for premature retire- 
ment of equipment. That is to say, “quick depreciation” is not in accord 
with the actual conditions in our country. 


Chairman Mao once said: "When we make plans, do things, or figure out prob- 
iems, we must proceed from the fact that we have a population of 600 million 
people, and we must never forget this." For a big socialist country like ours, 
with a population of 900 million people and a backward technology for achiev- 
ing the four modernizations, self-reliance, thrift, and hard work should be 
the rule. To make use of advanced technology, we may learn best from other 
countries and import their technology. But we must not import complete sets 
of equipment without considering our own economic conditions. There are 

over 6,000 large and medium enterprises and hundreds of thousands of other 
enterprises operated by political subdivisions at county level and above. 
These are either owned by the whole people or collectively owned. They are 
the foundation to support the four modernizations. We ought to use our meager 
material and financial resources to transform this foundation. This means 

we must not abandon our original base, original enterprises, and original 
equipment and “start from scratch" in order to introduce advanced technology. 
On the contrary, since we have too many people and not enough means of pro- 
duction, we just cannot afford to let some equipment “retire” and enter "junk- 
yards,” even if it is unfit for modern large-scale production, if it is use- 
ful enough to be transformed. In view of the special characteristics of our 








countey, we Chink there are three wave to deal with our technologically back=- 
ward equipmhent=-namel\, to transtorm, transfer, or retire it, 


To transtorm equipment means to innovate technologically backward cquipment 
by rataing tte technical and productive functions to an advanced level,  In- 
stances like this are commonplace to the production process, One of the mont 
vlleetive ways to realive the four modernigations is to explore the potential 
of the old enterprise: and bring old equipment into full play, making it fit 
for soctaliat modern large-scale production by means of technological innova- 
tions and transformation, Practice attests that this is entirely possible. 
Take the Shanghai textile industry, for example. Right after liberation, we 
inherites icom the capitalists the "Universal" brand of spindles, which were 
sluggish and nonproductive. Three successive technical innovations turned 
them into high-speed splitting spindles. Their speed increased from 718 RPM 
to 18,000 RPM, and productivity jumped from 18 kilograms per 1,000 spindle 
time to 46 kilograms per 1,000 spindle time. Average annual output per spin- 
dle reached 0.88 skein--about 55 percent higher than the world average of 

0.5 = 0.6 skein. These transformed spindles are new in mechanical efficiency 
though they are still corking on the old machine frame. Although they still 
hear the identificatio: marks of the 1920's, they are no longer “antiques.” 
Numerous other enterpr ses have modernized their equipment by semimechaniza- 
tion, complete mechanization, automation, or computer control. Many types o! 
equipment have become "new in substance” though "old in appearance." This 
helps compensate for intangible wear and tear on the one hand, and it enables 
the equipment to serve thoug) overage on the other. According to statistical 
data, about 15 percent of old equipment due for total depreciation is still 
“serving,” though it is overage. 





Another approach is transfer. <A particular piece of equipment that is al- 
ready outmoded in a state-operated enterprise may not be outmoded in a collec - 
tive enterprise. It may be outmoded in the city but not necessarily outmoded 
in a village. It may not be outmoded in an interior town though it is out- 
moded in a coastal port. It may be outmoded in a mechanized modern enter- 
prise, but not necessarily so in a semimechanized or manual plant. [na word, 
inasmuch as our productivity is low and our technology backward, the degree 

of backwardness of equipment is relative. Although there are international 
standards to evaluate equipment, we must not forget the level of our produc- 
tive forces, and especially our tremendous labor force. A careful study of 

i} i these factors will show that serviceable old equipment, which would be 
eliminated by modernization, can still be fully utilized in a >ig but econo- 
mically and technologically backward country Like ours which has plenty of 
manpower resources. 


The renewal and retirement of equipment should apply only to those "old oxen 
and rickety carts" no longer worth transforming. 

in addition to the “intangible wear and tear," those comrades who favor "quick 
depreciation" have raised a practical point to support their claim. They sar 
the existing low depreciation rate, which is responsible for the shortage of 
funds to finance industrial renewal, has slowed down the enterprises’ progres 
in exploring hidden potential and launching technological innovations and 
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transformation, | am sure all enterprises face a shortage of tunds for ine 
dustrial renewal because they are anxious to contribute as much as possible 
to the four modernigationa. This is a serious problem caused not so much by 
the Low depreciation rate as by the lack of demarcation between industrial 
renewal and capital construction and by mismanagement of funda, 





lie statistical data of the metallurgical industry in Shanghai show that be- 
tween 19/0 and 1978 it accumilated depreciation funds of 467.15 million yuan, 
which cover only 71 percent of the funds spent for renewal. The depreciation 
funds alone, therefore, are not enough to cover all these needs. Of the total 
funds used for renewal, 60 percent were spent to acquire or build new equip- 
ment, 3/,.3 percent for technological innovation of existing equipment, and 
i2., pereent to compensate for equipment scrapped (replaced). The fund used 
for technological innovations of existing equipment and that for replacements 
constitute 56,3 percent of the depreciation funds withheld. This explains 
that the shortage of renewal funds is due not so much to the low depreciation 
rate as to the diversion of renewal funds to capital construction and expand- 
ed reproduction. 


Today it is a widespread practice among enterprises to use renewal funds for 
capital construction, According to a 1978 general survey of renewal practices 
conducted by the concerned sectvurs in Shanghai, there were 4,900 renewal pro- 
jects in Shanghai that year, each involving an investment of 50,000 yuan or 
more. The total was 1.9 billion yuan, but a large portion went to capital 
construction projects. Moreover, there are too many channels in charge of the 
renewal funds. According to statistics, there are 35 diferent channels fall- 
ing in five large catepories. Each of these channels has the authority to 
allot funds and approve projects. The fund administration is a mess. The 
allocation of funds and supplies wae so dislocated that there were no speci- 
fied channels to provide materials required for renewal and innovations. As 

a result, two-thirds of the renewal and innovation projects have experienced 
difficulties getting their required supplies. In 1978, the Shanghai Construc- 
tion Bank had 387 million yuan to invest in 1,298 renewal projects. Its fi- 
nancial report at the end of the year revealed that the amount actuaily in- 
vested was only 183 million yuan, while 53 percent of available funds still 
remained unspent. It is estimated that the amount likely to be spent in 1971 
will not go over 50 percent of the funds ready for investment. This kind of 
imbalance is by no means uncommon. Some comrades compare the situation to 
people with rationed train tickets. Those who are in hurry to board the train 
did not receive their tickets, while those with tickets are not in a hurry to 
leave and yet are unwilling to give their tickets away. Finally, the train 
leaves with very few passengers--a shameful waste. To correct this anomaly, 
the existing system of financial and economic management responsible for dis- 
location of the allocation of funds and materials must be rectified. The pur- 
pose for which the depreciation funds may be used should be laid down in no 
uncertain terms, and a line of demarcation must be drawn between capital con- 
struction and renewal. Higher rates of depreciation are not enough to resolve 
all these complicated problems. 


With economic conditions in our country the way they are, "quick depreciation" 
is unnecessary and impracticable. Even though the level of our national income 
is still quite low, an increase of 1 percent in the depreciation rate for both 
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industrial and agricultural tixed assets would inerease the deprec lation 

fund by several hundred million yuan, If we adopted "quick depreciation" 

and raised the depreciation rate by 5-10 percent, the depreciation fund 

would reach a staggering figure. Althouyh the fund will be allocated for 
renewals, most of it will be spent for cipital constructions and expanded re- 
production, in the end this will cut back funds available for consumption, 
hike up the rate of accumulation, and disrupt even more the established ration, 
lf we were to commit the entire depreciation fund to renewals, it would be 
impossible under our current level of productivity to replace ali depreciated 
fixed assets in 5-10 vears, 





The rate of depreciation is in direct proportion to production cost but in- 
versely proportional to profit. Thus, a higher depreciation rate means 
higher production costs and less profit, plus a reduction in state revenue. 
The adoption of “quick depreciation" will cost the state tens of billions of 
yuan in lost revenue. in view of our current financial position, such a loss 
of revenue would seriously curtail appropriations for science, culture, edu- 
cation, health, government administration, and national defense, and would 
throw the national economy off balance. 

it is clear that "quick depreciation,” as practised by the capitalist coun- 
tries of the West, is not practicable for our country. 


A Useful Device 
Bei jing CAIZHENG [FINANCE] in Chinese “»o 6, Jun 80 p 27 


[Article by Chen Bingliang [7115 4426 5328]: "Accelerated Depreciation Is 
a Good Ideal" 


|\Text] The reproduction of machinery, along with the advance of tecl nology, 
is an important step in sustaining expanded social reproduction. To achieve 
the tour modernizations, our country has to focus its attention on readjust- 
ing and consolidating existing enterprises, exploring their potential pro- 

ductivity, and continually raising their technological and management levei. 


The technological transformation of the national economy depends on whether 
the machine equipment of our existing enterprises will be reasonably renewed. 
Since the renewal of machinery and equipment must keep pace with the fast 
advance of today's science and technology, failure to provide funds for their 
renewal will obstruct echnological progress. For many years we have been 
building new enterpris:s instead of transforming the old ones, most of which 
have remained technol. ically unchanged since their inception. This is a les- 
son to remember but not to be repeated. It seems to me chat “accelerated 
depreciation: of the michinery and equipment of enterprises is bound to come. 


First of all, we expec the equipment of our enterprises to last 10, 20, 30 
years or even longer. If it were not renewed until it was completely worn- 
out, there would be a (echnological stagnation for 10, 20 or 30 years. That 
is against the objective law of the development of production. 
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second, when a piece of machinery is due for renewal, is it necessary to re- 
produce the original beth in structure and function without technological 
changes? That is not practicable. The renewal of machinery and equipment 
must keep pace with technological progress. As Marx said: "Most Labor tools, 
due to industrial progress, are being innovated all the time, Instead of 
restoring the original, they are replaced by new models." ("Dus Kapital," 

Vol 2, pp 190-191) 


Third, as technology keeps advancing, the renewal of a piece of machinery 
should therefore not mean a duplication of the original. Yet we base its de- 
preclation on a cycle of its natural wear and tear without considering its 
devaluation, This practice has not changed for years. As a result, there 
are contradictions between the depreciation fund that is withheld and the 
actual venewal of the equipment. 


Today, many capitalist countries are accelerating the depreciation of their 
fixed assets. Their objective is to keep pace with technological progress 

and stay on top of technological competition in order to earn more profits. 
Although the capitalists, who are always after profits, often take advantage 
of higher depreciation rates to boost production costs as a device for evad- 
ing taxation and hiding exploitation, accelerated depreciation is a scientific 
approach to keep pace with technological progress and provide adequate funds 
for the renewal of mach.nery and equipment. The proposal in favor of accel- 
erated depreciation of the machinery and equipment of our enterprises is based 
on selentific considerations. 


The following are my personal views on how to improve the method of withhold- 
ing funds fer (ne innovation and renewal of the machinery and equipment of 
our state-operated enterprises: 


1. The number of years for depreciation, the periodic renewal of machinery 
and equipment, should be reduced, in keeping with the accelerated progress 

of technology. <A period of 25 years as originally scheduled is no longer 
practicable. How much should the length of time be cut back? This depends 
on the pace of our own technological progress and on the international stand- 
ards for renewal of machinery and equipment. Would 15 years be appropriate 
under existing conditions? Of course, the length of time for periodic re- 
newal of machinery and equipment may be shortened again after a number of 
years. 


2. The fund for the renewal of machinery and equipment should be turned over 
to the enterprises as a compensatory fund to help them run simple reproduc- 
tion operations and renew their equipment. Any enterprise not targeted for 
shutdown, suspension, merger, or transfer should receive help to su.vive. It 
should maintain simple reproduction and achieve continuous technological pro- 
gress. The only way t» help an enterprise which has independent accounting 
and is responsible for its losses and gains is to let it keep its renewal 
fund and decide for itself the time, scope, and extent of renewal. 


The renewal fund is withheld from year to year, but renewals do not occur an- 
nually. There is a difference in time between the withholding and spending 
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of the tund. The difterence is especially noticeable between new and old 
enterprises. How can these contradictions be resolved: Some believe state 
control over the fund is meant to resolve then, Practice over the years 
tells us that state control of the renewal fund aggravates instead of eases 
the contradictions. The difficulties would disappear if the fund were spent 
solely to renew the ma hinery and equipment of the enterprises. But on the 
contrary, the fund thu; amassed is often diverted to finance capital con- 
struction and cover state financial deficits. When an enterprise really needs 
it to renew its equiprent, it is usually not available. Don't we have lots 
of cases like this? | think the depreciation fund withheld for enterprises 
ihould be regarded as “currency in reserve," pending its use for material re- 
olacements. The state treasury must not use it for financial disbursements. 
[t should be left entirely with the enterprises, which may deposit it with a 
bank as a reserve fund to cover loans to any needy enterprise, so as to keep 
it in circulation. This offers the bank an opportunity to use this ‘currency 
in reserve" to promote reproduction. 


in summary, our existing method of depreciating fixed assets calls for a thor- 
ough study and extensive reform. Otherwise, it is a "stumbling block" to our 
technological progress. The system of accelerated depreciation of machinery 
ecuipment will no doubt meet the needs of our socialist modernization, facil- 
itate continuous renewal of machinery and equipment, and enhance the pace ot! 
technological progress. 
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DOMESTIC TRADE 


SYSTFM OF COMMODITY CIRCU! ATION IN SHANGHAI IMPROVED 
Shanghai JIEFANG RIBAO in -hinese 23 Jul 80 p 1 


[Article by staff correspondent: "Shanghai Municipal Bureau of Goods and Materials 
Breaks Record in Commodity Circulation"] 


[Text] The Shanghai Municipal Bureau of Goods and Materials has accelerated the 
circulation of commodities by enlarging the channels and reducing the links of 
circulation. In the first half of this year, the bureau set a record in commodity 
circulation by shortening the period of stock turnover. The turnover period for 
the stock of metals has been reduced to 96 days--25 days less than the past record 
of 121 days. That for el: ctric generator equipment has been reduced to 102 days-- 
9 days less than the past record of 111 days. 


The bureau is responsibile for the procurement, storage, distribution, and supply 

of important means of production. In the past, as most means of production were 
distributed according to plans, the consumers had to apply for required raw and 

other materials level by evel, and to get the necessary approval from the authorities 
at each level. There were many links and only a few channels in the circulation of 
goods and materials. Consequently, large quantities of goods and materials were 

kept for long periods in stock in warehouses. For this reason, the bureau carried 

out a reform of circulation by tapping potential and accelerating the turnover of 
stocks. On the one hand, the bureau could avoid overstocking goods and materials 

and laying aside funds, wiiile on the other hand it could market the goods and 
materials in good time and expand reproduction. Take only Shang..ai, for example: 

with its stock of steel materials, Shangahi can save 2.2 million yuan in circulation 
funds by shortening the turnover period by 1 day; with its stock of electric generator 
equipment, Shanghai can save 7.54 million yuan in circulation funds by shortenin;: 

the turnover period by 1 day. From these two items alone, this municipality can 

save nearly 10 million yuan in funds in 1 day. Calculated according to bank interest 
rates, this equals nearly 50,000 yuan of profits each day turned over to higher 
authorities. 


In recent years and particularly last vear, the Shanghai Municipal Bureau of Goods 
and Materials has carried out reform by grasping this link of circulation, tapped 
potentials from various quarters, and shortened the turnover period for commodity 
stocks. First, they [the bureau] opened up more channels of circulation. In the 
past, there was only a single channel of planned distribution for the supply of the 
means of production, At present, they are following a policy of integrating planned 
distribution with market regulation. This year they not only have continued to sell 
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various commodities on the open market for transactions of means of production, but 
they also have set up a new special market for metals, In more than 1 month after 
the inauguration of the special market, they have sold some 6,200 tons of metals 

at over 5 million yuan. Up to the present, the metals company under the bureau has 
sold more than 37,000 tons out of 38,000 tons of surplus metals which they procured 
from factories and enterprises 2 years ago and had long kept in stock. From this 
item alone, they could use over 10 million yuan in funds which have been laid aside 
for many years. At the same time, in the first half of this year they held two 
conferences to negotiate orders for the supply of electric generator equipment. They 
met with prospective buyers face to face at the meetings, and made transactions on 
the spot for various kinds of electric generators at 170 million yuan. As a result 
of their expanding the channel of market regulation, they are doing inereasing]y 

more business and are doing it in a more and more flexible manner. For instance, 

the sale of high-quality steel has never been large in the past, and the turnover of 
stocks in storage was very slow. However, according to statistics of this second 
quarter, the amount of planned supply and the amount of market supply each constituted 
about half the total amount of sales, In the first half of this year, the total 
amount of sales of various goods and materials surpassed the plan by 1.2 times. Next, 
they reduced the links of circulation of commodities. For goods and materials to 

be supplied according to plan. they have tried their best to simplify the procedure 
and reduce the links, and have changed the old practice of filling out applications 
level by level and of getting approval from the authorities at each level. Mean- 
while, beginning this year, they have had an unlimited supply of goods and materials. 
In the supply of metals, since April they have offered unlimited supplies of three 
major categories of goods , including metalware and high-quality steel. For another 
ll major categories of goods, they have offered unlimited supplies to certain wits 
and recorded the sales by voucher, with the result that the amount of supplies has 
increased by 20.5 percent compared with the same period last year. In the supply 

of electric generator equipment, from the beginning ot this year, expect for a tew 
varieties of goods which require application for supply, they have offered unlimited 
supplies of all other varieties of goods, disregarding regional restrictions. During 
the first half of this year, the amount of equipment sold with unlimited supply 
constituted over 70 percent of the total amount of equipment sold. Consequently, 

the circulation of goods «1d materials has thus greatly accelerated. Thirdly, by 
increasing varieties and s :ecifications of goods out of stock and reducing those long 
kept in stock, they have regulated and renovated the structure of commodity stocks in 
storage, so that all goods in stock are readily marketable and in demand, and the 
turn ver of stocks has been accelerated. Furthermore, they have tried their best to 
keep in stock govds and miteriais that are fairly complete in variety and speciiica- 
tions, so that thev cansupply consumers witn goods co: plete with accessories. in 
this way they can keep single articles and parts in stock and sell them in complete 
sets; thus, goods and materials come in and go out quickly, and the turnover of 
stocks is accelerated. 


As they have done a great deal in the field of circulation of goods, in the first 
half of this year, from the acceleration of the turnover of the stock of metals alone 
they have saved 80 million yuan in funds and increased their profits by more than 

3 million yuan. 
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INDIVIDUAL ENTERPRISES THAIVING IN SHANGHAI 
Shanghai JIEFANG RIBAO in Chinese 15 Jul 80 p 1 


[Article: “Nearly 10,000 Industrial and Commercial Individual Enterprises Begin 
Doing Business in Shanghai"] 


[Text] By the end of June, nearly 10,000 new and old individual enterprises of 
industry and commerce have started doing business in Shanghai Municipality. They 

are engaged in more than 190 lines of trade, such as setting up retail stalls at 

fixed spocs, peddling in streets and alleys, and doing repair work, personal services, 
and handicraft processing. They are playing an active role in making up the short- 
age of commercial stores and service centers operated by the state and collectives, 

so that market supplies and personal services are more available for the convenience 
of the people in daily life. 


Shanghai was once a city of great convenience for people in daily life. In 1955, 

the number of individual workers alone amounted to 20,000 including traveling service 
workers and streetstall keepers active in all kinds of business and services that 

the people wanted, At that time, the residents could buy things to eat and use in 
daily life without leaving their homes, and they could get their small articles 
repaired and mended immediately on the spot. The people were very pleased with sucl. 
convenience. Later, after the socialist reform, most individual workers were organ- 
ized into cooperative groups and cooperative stores, received fixed wages, and 
maintained a business schedule of 8 hours a day. Though this facilitated the over- 
all planning and organization of networks of commerce and services, the proper 
arrangement of markets, and the rehabilitation of individual workers, the former 
features of service flexibility gradually disappeared and, in due course, there 
emerged such bad practices as leading an easy life with everything provided, not 
takirg any initiative to promote business, and receiving customers in a stiff manner. 
During the 10 years of turmoil, the "gang of four" again slandered individual workers 
as the spontaneous influence of small producers, chopped them off as the "tail of 
capitalism,” and used various restrictions to hasten their natural elimination. 

Thus the number of licensed individual workers in Shanghai diminished day by day, 
causing very great inconvenience in daily living for the people. 


After the smashing of the “gang of four," the Shanghai municipal departments concerned 
decided to organize a contingent of workers to serve the residents in daily living, 
and to restore and develop individual enterprises of commerce and personal services. 
At the beginning of April this year, with the approval of the Shanghai Municipal 
People's Government, the Shanghai Municipal Bureau of Industrial and Commercial 
Administration resumed the work of registering and licensing individual enterprises 
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of industry and commerce in the city. Furthermore, it encouraged idle persons and 
educated young people waiting for employment, such as persons with professional skills 
and working ability who were registered residents of Shanghai and not employed, to 
undertake the work of individual business in trades and services, It was also stipu- 
lated that those young peonvle who are allowed to undertake individual business may 
atill apply for examinatio, as candidates to join military service, to futher studies 
in college or to get employment, when such opportunities arise and if they have the 
necessary qualifications, By the end of June, more than 1,500 new individual enter- 
prises were set up in the city, among which many are [run by] educated young people 
waiting for employment. At present there are nearly 10,000 individual enterprises, 
including the ld ones set up in the past. 


At present, the individual! businesemen working busily in the streets of Shanghai 

are engaged mainly in the work of repairing furniture, repairing wooden bedframes, 
repairing bicycles, makin) spare keys, sewing and cutting clothes, and masonry and 
carpentry. Next, a few p ople have food and drink catering businesses and sre 
peddling farm subsidiary produce at trade fairs, including aquatic products, vegetables, 
fruits, and other perishable goods. Many newly licensed young unemployed individual 
businessmen are engaged in the trades of repairing bicycles, cutting and sewing 
clothes, and repairing clocks and watches. As they are skillful and serve customers 
well, the people are pleased with them. All lines of trade give support to the 
development of individual enterprises. In the last quarter of last vear, after the 
readjustment of prices of some subsidiary foodstuffs, the municipal departments con- 
cerned reduced the ta> burden for Licensed individual businessmen, increased their 
source of supply of goods, and enabled them to receive more income. For instance, 
the Shanghai Municipal Tobacco and Candy Company, after investigating 1,679 smai! 
merchants peddling cigaretts and candy, increased the supply of goods tor those 
earning less than 50 yuan a month, with the result that ali these peddlers now earn 
a better income. At present, the income of many individual businessmen has reached 
the same level as that of the staff members and workers of state-run and collective 
enterprises, and in some cases the former is even higher than the iatter. 
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URBAN RURAL FAIR TRADING BRISK IN GUANGDONG 
Guangzhou NANFANG RIBAO in chinese 3 Aug 80 p 1 
|Article: “Business Ie Brisk at Urban and Rural Trade Fairs in Guangdong Province” | 


[Text] This year in our province according to reports in GUANGDONG NONGMIN BAO 
[GUANGDONG PEASANT NEWS], weiness is increasingly brisk at urban and rural trade 
fairs, the volume of trans ictions in terme of cash has expanded continuously, more 
varieties and greater quantities of goods are offered on the market, their prices 
have been stable or have dropped slightly, and the difference between the official 
and the market price has gradually narrowed. 


In the first half of this year, this province's volume of urban and rural fair trade 
in terms of cash amounted to 1,139,370,000 yuan, an increase of 19.97 percent as 
compared with the same period of last year. Guangzhou increased 87.29 percent and 
Shaoguan Municipality by 61.16 percent. ‘The total amount of sales of the province's 
urban and rural trade fairs (converted into official prices) was equal to 11.18 
percent of the total retail sales of daily commodities in the whole province. Both 
variety and the quantity of goods offered for sale increased in comparison with the 
same period last year. For instance, in Chao'an County there were 138 varietics 

of goods on the market in the first half of this year--13 more varieties as compared 
with the same period of last year. In the same county, the total amount of peanuts 
sold in the first half of this year was double that of the same period of last yeor, 
and that of edible oils was more than triple. At the 26 trade fairs held throughout 
the province the first half of this year, the total sale of rice was 5.92 million 
jin, an increase of 81.92 percent over that of the same period last year; that of 
aquatic products was 3.85 million jin, an increase of 58.17 percent; and that of 
pork was 5.15 million jin, an increase of 52.18 percent. Vegetables increased 40.12 
percent, three fowls 13.86 percent, and edible oils 38.86 percent. In twe first half 
of this year, the general level of prices at all 26 trade fairs dropped by 7.1 percent 
from the level of the same period last year. The selling price for rice, edible oils, 
pork and bee!, vegetables, and piglets dropped, while that for three fowls and fresh 
fish went up. The general difference between the official and market prices narrowed 
by 6 percent in the first half of this year as compared with the end of last year. 


The principal reason for the prosperity and activity of urban and rural fair trade 

in ovr province is that all localities have thoroughly criticized the ultraleft line, 
aroused the enthusiasm of the peasants for production, increased the quantities of 
daily commodities, abolished various restrictions, restored and opened all rurel trade 
markets, and allowed the peasants, with one's individual labor, to engage in activities 
of transporting perishable goods and third category farm and sideline products for 
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sale, Collective commercial enterprises and licensed merchants are allowed to 
purchase farm and sideline products from rural areas, These urban residents who can 
work but are idle or unemployed also have permission to carry small quantities of 
farm and sideline products for sale, Market control departments everywhere have 
continuously improved their services and have provided the masses with facilities 
for proper transactions, Some of them even undertake the work of acting as agents 
for selling and buying, receiving payment. for goods, and transporting commodities, 
They alee provide facilities for trading and they accelerate the circulation of 


commodities, 
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